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Values Sound and Otherwise 
CL E O P A T R A , made a prisoner by Octavius, submitted to her captor 
a statement of her possessions, telling him: 
"This is the brief of money, plate, and jewels, 
I am possess'd of: 'tis exactly valued; 
Not petty things admitted." 
It would be interesting to know how 
Cleopatra arrived at the exact values of 
the items listed in her brief. The basis 
of valuation was not stated. Perhaps 
some idea might be gathered from the 
ensuing dialogue between the queen and 
her treasurer, as related by Shakespeare: 
Cleopatra: "This is my treasurer: let him 
speak, my lord, 
Upon his peril, that I have reserved 
To myself nothing. Speak the truth, Seleu-
cus. 
What have I kept back?" 
Seleucus: "Enough to purchase what you 
have made known." 
Much has been done since the time when 
Antony and Cleopatra dreamed away an 
empire, by way of developing the theory 
of value and defining bases for the val-
uation of various goods for different pur-
poses. 
It is not to be presumed, however, that 
one common basis of valuation has come 
to be accepted and utilized generally by 
business men in recording financial trans-
actions and in preparing financial state-
ments setting forth the condition of their 
enterprises. A study of a number of bal-
ance sheets undoubtedly would disclose 
the fact that several methods of valuation 
are in common use, even in the case of 
similar items—some sound, and some 
perhaps otherwise. 
The valuation of fixed assets is a case in 
point. Fixed assets consist among other 
things of property such as land, buildings, 
machinery, and sundry equipment, which 
provide a concern with a place wherein to 
carry on its operations and the mechanism 
wherewith to produce and sell its products. 
These items are termed fixed inasmuch as 
they are not consumed in one operation, but 
continue in use for a length of time—in-
definitely in the case of land. Their cost, 
in the case of depreciable items, is spread 
over several fiscal periods. The extended 
period of their life, during which condi-
tions change and prices fluctuate, gives 
rise to the question of how they should be 
valued from one period to another. 
A familiar basis of valuation of such 
fixed assets is cost. As to land, cost means 
original purchase price, plus expenses in-
curred in effecting the purchase, plus such 
subsequent improvements as may properly 
be capitalized. 
In the case of buildings, machinery, and 
equipment purchased or erected on con-
tract, cost consists of original purchase 
contract price and all expenses connected 
therewith, plus such additional expenditures 
as are necessary to render the buildings fit 
for occupancy or the machinery and equip-
ment available for use, plus the cost of 
subsequent additions by way of improve-
ments and betterments. 
Cost, in the case of buildings and 
machinery constructed by the concern 
which is to make use of them, consists of 
materials and labor required, and other 
expenses, such as architects' fees, directly 
connected with such construction. Ortho-
dox accounting theory frowns on the in-
clusion in cost of any profit on own build-
ing operations. 
Cost less depreciation, or depreciated 
cost value, means cost as defined above, 
less the depreciation or decline in value 
sustained to a given date on buildings, 
machinery, and equipment, and certain 
depreciable elements included in the cost 
of land, such as sidewalks for example, 
computed on the basis of cost according 
to any one of a number of methods in use. 
A second kind of value frequently used 
in connection with plant property may be 
termed reproduction or replacement cost. 
Obviously, this does not apply to land, 
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inasmuch as land cannot be reproduced 
or replaced. As used in connection with 
buildings, machinery and equipment, 
however, reproduction or replacement 
cost means current cost of repro-
ducing" or replacing new the identical 
units under consideration. This value 
usually differs from original cost because 
of fluctuations in the general price level 
and in the market for the particular 
product. 
In cases where reproduction or replace-
ment cost is used in stating plant property, 
the assets usually are shown in the balance 
sheet at replacement cost new less depre-
ciation. This term implies that the items 
in question are stated at current repro-
duction or replacement cost new, less a de-
duction for depreciation sustained to the 
present time computed on the basis of 
such reproduction or replacement cost. 
A third value frequently assigned to 
fixed assets is termed sound value. Stated 
briefly, sound value is what the property 
is worth at the time. It is synonymous 
with market value. It is the value of the 
property as a going unit for the purpose 
to which it is intended to be put—the cur-
rent market value which would induce a 
willing buyer to buy and a willing seller to 
sell under normal conditions, neither being 
under compulsion to buy or sell. In the 
last analysis, sound value is equivalent to 
reproduction or replacement cost new less 
depreciation as described above. 
The term fair value, sometimes seen, is 
used primarily in fixing the valuation of 
public utilities for purposes of rate making. 
In this connection it means the actual, 
unimpaired, reasonable investment in 
property, both tangible and intangible. 
It is a heterogeneous estimate based 
in part on original cost, in part on re-
production cost new less depreciation, 
and on all the equities involved in 
a particular case. There is no definite 
formula for determining fair value, and 
each case is considered on its own merits. 
Fixed assets often are stated at appraised 
value. Appraised value represents—or 
should represent—a valuation placed on 
the assets by a disinterested party quali-
fied to evaluate the property fairly. A 
number of well recognized appraisal con-
cerns exist, engaged solely in determining 
the value of property according to scien-
tific principles. Frequently the term ap-
praised value is used to designate a valua-
tion arrived at by an official or a friend of 
those interested in a concern, after a survey 
of the situation, sometimes thorough, but 
more often extremely cursory. Such a 
value is really only an opinion value and 
often is subject to bias. It is well to indi-
cate, wherever the term appraised value 
is used, by whom the appraisal was made, 
in order to avoid any possibility of misun-
derstanding. Appraisals usually are made 
on the basis of sound value as described 
above. In fact, one of the terms, appraised 
sound value, or appraised market value, 
or appraised replacement cost new less 
depreciation, frequently is used in stating 
fixed assets. 
Appraised value less depreciation would 
seem to indicate that the assets in question 
are stated at a value assigned them by an 
appraiser at some time in the past, less 
depreciation sustained from the date of the 
appraisal to the present time, computed 
on the basis of appraised value. In order 
to have significance, however, the date of 
the appraisal should be stated. In fact, 
this applies in all cases where fixed assets 
are stated at some value other than cost, 
assigned to them at some time in the past 
and afterwards depreciated on the basis 
of the other value. For example, the 
expression "depreciated sound value" is 
meaningless. However, the caption "Prop-
erty—sound value at December 31, 1923, 
as appraised by the A . B . C. Appraisal 
Company, plus subsequent additions at 
cost; less depreciation" has some point. 
Property sometimes is stated at going 
concern value, which includes an element 
of good-will, patents, franchises, trade 
formulae, trade secrets, or other intangibles. 
Other values which may be applied to 
fixed assets are liquidation value, scrap or 
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salvage value, taxable value, and insurable 
value. By liquidation value is meant the 
amount which probably would be realized 
if the assets were sold at a forced sale. It 
usually is true that a forced sale would 
produce less than could be obtained under 
normal conditions. Scrap or salvage value 
is the amount which would be realized if 
the assets were broken up and junked. 
Taxable value and insurable value are self-
explanatory. 
Book value of fixed assets is simply the 
value at which such assets are carried on 
the books of a concern. A distinction 
usually is made between gross book value 
and net book value. The former means 
the amount at which the property is car-
ried in the asset accounts. The latter 
means the gross book value less deprecia-
tion reserves built up against the proper-
ties to date. Book value may be any one 
of the values enumerated above, or some 
other, arbitrary, value. 
What generally is recognized as the most 
rational value at which to carry fixed 
assets on the books is cost less deprecia-
tion based thereon, the depreciation, of 
course, being carried in a separate account. 
This procedure is in accord with the 
important principle of conservatism, in 
that it avoids booking so-called paper 
profits arising from appreciation in the 
value of fixed assets. It is based on 
the assumption that the function of ac-
counting is to show the actual cost of doing 
business. 
Obviously, it often is desirable to show 
in financial statements the sound value 
of various assets at the date of the state-
ment. Such is the case in balance sheets 
submitted for credit purposes and as a 
basis for the flotation of securities. The 
fact apparently is overlooked in many 
cases, however, that all practical purposes 
could be served by the use of parenthetical 
expressions or footnotes to convey to the 
reader the current value of certain assets, 
without placing such value on the books. 
In any case, no matter at what value 
fixed assets are carried on the books, it is 
vitally important that balance sheets pre-
pared therefrom which are to be made use 
of by others than those intimately asso-
ciated with the management of the enter-
prise, state clearly the basis of valuation 
used. Such meaningless captions as pres-
ent value, or depreciated value, accompa-
nied by no further explanation, should be 
abandoned for more lucid descriptions. 
The uninformed then may determine 
whether apparently sound values are in 
reality sound, or otherwise. There then 
may be no cause for allegations that 
enough has been kept back to purchase 
what has been made known; although 
it may be remarked, incidentally, that 
the temptation in modern times is to 
overstate rather than to understate assets. 
